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My name is Gordon Ito, State Insurance Commissioner (‘Commissioner”),

testifying on behalf of the Department of Commerce and Consumer Affairs

(“Department”). The Department supports the intent of this bill.

The purpose of this bill is to amend Hawaii Revised Statutes (“HRS”) § 432:2-

704(a) to add an exemption from the laws governing fraternal benefit societies for

associations organized before 1880 that provide insurance and other benefits to its

members and their dependents or beneficiaries and Whose members are active, retired,

or honorably discharged members of the armed forces or sea services.

These associations pre-date the enactment of fraternal benefit society laws and

are organized for the benefit of military members and their families. These associations

do not operate as commercial insurance companies and do not fall within the current

exemptions under HRS § 432:2-704(a).

The Department believes that the longevity of these associations is an indication

of the financial stability of these organizations.

We thank this Committee for the opportunity to present testimony on this matter.
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in Room 325

Aloha Chair Herkes and members of the committee:

My name is Lauren M. Bloom. I am the General Counsel and Vice President for Beneficiary
Services and Education of the Navy Mutual Aid Association (“Navy Mutual”). I am writing on
Navy Mutual’s behalf in support ofHBl62O. The passage ofHBl62O will clarif5’ Navy
Mutual’s regulatory status in Hawaii.

Background

Navy Mutual is an unincorporated, not-for-profit mutual aid association and Congressionally-
chartered veterans service organization that provides members of the Sea Services (Navy,
Marine Corps, Coast Guard, National Oceanic and Atmospheric Administration, and the U.S.
Public Health Service) with life insurance and survivor benefits at the lowest possible net cost.
Navy Mutual was formed in 1879 to provide these benefits to Civil War veterans and their
families, and it is still performing this critical mission today.

At this time, however, Navy Mutual is taking proactive steps to ensure that its regulatory status is
clear. Navy Mutual’s concern is based upon its recent experience in three states that interpreted
their fraternal benefit codes so that Navy Mutual was not exempted from regulation. In each of
those cases, the respective insurance codes were amended to make clear that Navy Mutual was to
be treated like other exempt fraternal benefit associations who provide services to members of
hazardous occupations. Navy Mutual respectfully requests Hawaii to make a similar legislative
change.

Navy Mutual’s Experience in Virginia, the Carolinas and Maryland

In the 1 990s, Navy Mutual received an inquiry from the Department of Insurance in its
domiciliary state, Virginia, concerning its regulatory status. After an initial inquiry and informal
hearing, the Virginia Department recognized the public policy benefits of making Navy Mutual’s
unique products and survivor services available to Sea Service members, but concluded that
Navy Mutual did not necessarily fit neatly within the “hazardous occupation” exemption in
Virginia’s version of the Model Fraternal Code. The Virginia Department assisted Navy Mutual
in going to the Virginia Legislature to add the following express exemption from regulation to
Virginia’s insurance statutes:

Any association, whether a fraternal society or not, which was organized before 1880 and
whose members are officers or enlisted, regular or reserve, active, retired, or honorably
discharged members of the Armed Forces or Sea Services of the United States, and a
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principal purpose of which is to provide insurance and other benefits to its members and
their dependents or beneficiaries.

After this resolution, Navy Mutual believed that Virginia’s position was unique, and that the
remaining states categorized Navy Mutual as exempt from regulation under the “hazardous
occupation” exemption. In 2005, however, Navy Mutual received an inquiry from the North
Carolina Department of Insurance and, during the inquiry an attorney from the North Carolina
Attorney General’s Office infornially opined that Navy Mutual did not meet the letter of that
state’s “hazardous occupation” exemption. Navy Mutual did not agree with that viewpoint but,
rather than further argue the legal merits, Navy Mutual (with the support of the Department of
Insurance) brought the issue to the North Carolina Legislature to clari& North Carolina’s statutes
to everyone’s satisfaction. In 2007, the North Carolina State Legislature amended the state’s
Insurance Code to expressly exempt Navy Mutual from regulation by adding the same
exemption that had been adopted in Virginia. See N.C. Gen. Stat. § 58-24-1 85(a)(6).

Since that time, while Navy Mutual believes that it continues to fall within the long-standing
exemption for hazardous occupations already set forth in the Model Fraternal Code, Navy
Mutual has concluded that it would be best for all concerned to proactively seek clarification of
its regulatory status in other states. In this line, Navy Mutual initiated contact with the South
Carolina Department of Insurance in 2008 and, with the Department’s support, Navy Mutual
obtained from the South Carolina Legislature an express regulatory exemption similar to those
granted by Virginia and North Carolina. In 2009, Navy Mutual initiated contact with the
Maryland Department of Insurance and, once again, received the department’s support in
obtaining from the Maryland Legislature an express regulatory exemption similar to those
granted by Virginia, North Carolina and South Carolina.’

Although, Navy Mutual has always been treated as exempt from the definition of fraternal
benefit societies by the Hawaii Insurance Commission, taking a pro-active approach, I
recently met with Paul Yuen, Supervising Attorney for the Hawaii Insurance Commission, to
explain Navy Mutual’s situation and request an opinion as to whether Navy Mutual falls within
Section 432:2-704 of Hawaii’s Insurance Code. Mr. Yuen initially opined that no legislative
change was needed. After further consideration and discussion, however, he recommended that
Navy Mutual seek legislative clarification of its status as a desirable precaution. It is my
understanding that the Hawaii Insurance Division does not object to Navy Mutual’s efforts to do
so.

‘At the end of 2009, I met with representatives of the Florida Department of Insurance to discuss
Navy Mutual’s regulatory status. After considering the matter, the Florida Department issued a
letter confirming that Navy Mutual qualified for exemption from regulation under Florida’s
Fraternal Code, which meant that no legislative clarification was needed.
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Please note, that there is only a nominal cost to the State in having Navy Mutual and others like
it from being exempt from the definition of fraternal benefit societies.2 In Navy Mutual’s case,
the cost is only $1,057.50 annually.3

I would like to emphasize that, in each state where this issue has previously been addressed, it
has been treated as a technical one over the application of the precise wording of the Model
Fraternal Code’s hazardous occupation exemption. Virginia, the Carolinas, Maryland (and
Florida) agreed that Navy Mutual fell within the spirit of the exemption. No state has taken the
position that Navy Mutual was not entitled to an exemption, or that Navy Mutual should be
treated differently from fraternal benefit organizations whose members are engaged in a
hazardous occupation. In each of the states where we raised the issue, the state’s insurance
officials rendered valuable assistance in codif~’ing an express statutory exemption applicable to
Navy Mutual. We hope that Hawaii will agree to make the same technical correction.

Navy Mutual’s Unique Value to Members

Navy Mutual insures only its Members and their families, and it provides them with many
benefits that are not offered by commercial insurance companies, including one-on-one
beneficiary support services; military survivor benefits education and counseling; secure storage
for wills and other testamentary documents; and representation of veterans and their beneficiaries
before the Veterans Administration

In offering Membership to Sea Service personnel whose service to our country puts them in
harm’s way, Navy Mutual serves a uniquely deserving population, and its contracts reflect the
hazardous nature of its Members’ duties. For example, Navy Mutual has no war, aviation or
terrorism exclusions in its benefit plans, and does not restrict the amount of insurance that
Members and prospective Members can purchase based on their combat status. Recently, Navy
Mutual has paid numerous claims to the families of Navy SEALs and Marines who were killed
in combat in Iraq and Afghanistan. We do not believe that commercial insurers would have
provided those brave combatants with similar coverage.

Navy Mutual’s mission is badly needed because its Members serve in a hazardous occupation.
Navy Mutual’s Members repeatedly put themselves in harm’s way as they serve our nation and,
as a result, they can have tremendous difficulty obtaining life insurance beyond that offered by
the federal government. To the extent Navy Mutual’s Members are even able to purchase life
insurance from commercial insurers, that insurance is likely to be extremely expensive and
capped at relatively low levels. Navy Mutual’s mission is to aid our servicemen and women by

2 It is Navy Mutual’s understanding that because the exemption language is so narrowly drafted only one other

organization would be able to qualif~’ and that would be the Army-Air Force Mutual Aid Association.
The $1,057.50 is comprised of the $7.50 annual fee for Fraternal Benefit Societies and the $150 fee for non

resident producers (sellers) of the policies charged by the State’s Department of Commerce and Consumer Affairs.
Navy Mutual at any given time has approximately 7 in-house employees selling its policies so it would be ($150 x
7) + $7.50 = $1,057.50.
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insuring its Members when commercial insurance companies would not, precisely because their
service is hazardous.

In recognition of their unique service to the military community, Congress has granted Navy
Mutual and its Army-Air Force counterpart a special federal tax exemption under §501 (c)(23) of
the Internal Revenue Code (see Letter of Congressman John J. Duncan (Oct. 16, 1984), attached
as Exhibit A). Similarly, the National Association of Insurance Commissioners included in its
model regulation on sales to the military an express exemption for life insurance products sold
by 50 1(c)(23) tax exempt organizations. That model regulation has been adopted in Hawaii as
HAR § 16-171-603 (2010). Four other states, including Navy Mutual’s domicile Commonwealth
of Virginia, have already adopted identical legislation to that which we are requesting in Hawaii.
Thus, ample precedent exists to support this legislative clarification.

Navy Mutual is financially strong, with over $2 billion in assets and an A+ rating with a stable
outlook from the Fitch rating agency (see Fitch Ratings Report (Oct. 14, 2010), attached as
Exhibit B). There is not and never has been any risk to Navy’s Mutual’s insured Members and
families, and our insurance and benefits contracts have always been honored. Navy Mutual
engages in rigorous self-regulation, voluntarily submitting to annual financial and actuarial
audits (see 2009 Annual Report, attached as Exhibit C).

Legislators need not be concerned with Navy Mutual’s market conduct — we have made our
insurance available to Sea Service members in Hawaii for decades without a single consumer
complaint. Navy Mutual has long been a trusted part of the defense establishment (see Exerpt,
Final Report ofon Insurance Solicitation Practice on Department Defense Installations,
presented to the Deputy Under Secretary of Defense (May 15, 2000), attached as Exhibit D), and
can be relied upon to continue to provide honest, dependable service to our Hawaiian Members.

I also wish to emphasize that Navy Mutual seeks exemption only from the technical
requirements of Hawaii’s insurance regulations. We respect and will fully comply with all other
applicable state laws, including consumer protection requirements. Our products are simple —

we sell only life insurance and fixed annuities. None of our products is variable or equity-
indexed. Because Navy Mutual is tax exempt and runs with a small staff and exceptionally low
expenses, we are able to offer our Members high quality insurance at the lowest possible price, a
key element of our mission since 1879.

Navy Mutual’s presence in Hawaii is relatively small. As of today, we have only 2094 plans
active in the state, of which 1297 are known to be owned by Members who are on active duty or
active reserve. Approval of this legislation would make it easier for Navy Mutual to reach out to
members of the Sea Services and encourage them to take advantage of the exceptional value that
we offer.

There should be no doubt that Navy Mutual’s mission is as vital as ever, particularly at a time
when the nation is at war. It will benefit military members in Hawaii to be able to purchase
Navy Mutual’s products. Navy Mutual is able to provide their policies to its military members in
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Hawaii only if it retains its exempted status. Therefore, I respectfully urge you to pass RB 1620
out of your committee.

RespectfUlly submitted,

Lauren M. Bloom

Lauren M. Bloom
General Counsel and Vice President for

Beneficiary Services and Education
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October 16, 198h

Rear Admiral J. It Ahern, SC, USNI Ret.
Executive Director
Navy Mutual Aid Association
Navy Department
Washington, D. 0. 20310

Dear Admiral Ahern:

In response to your concerns that were recently called to my attention
relating to Section 501(c)(23) of the Internal Revenue Code, I would
111cc to assure you that at the time of its enactment this provision
was expressly intended to cover both the Army Nutual Aid Association
and the Navy Mutual Aid Association.

The- Navy Mutual Aid Association baa performed a vital service for
personnel of the see. services over the years end this vas fully
understood and appreciated by the natbers of the Wa~’a end Means Committee
and the .Co~nittee on Finance in accepting this tentient to the Internal
•Hèienue Code. The intent, underlying the addition of Section 501(cfl23)
to the Interns). Revernie Code, ns to make certain that there could be no
doubt whatsoever with respect to the exem’ot status of the Navy Mutual Aid
Association. . - -

Sincerely,

OHNJ.D AN
Henber 0 Congress
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Fu]1 Rating Report

Rating RaLioriale
• Navy Mutu& Aid AssctiithDn’s plavy ?&‘tuat or the ASsOd~tiucfl At F .niwer rmanriat

strength (WS} rating reflects fts very sti-on~ capital LeveLs. Iv~frquaLlty Ur~ulcJ irivestnwnt
portfolio, and favorabe business profile with a stmci~ niche pe~itinr a~ a Low-cost
prcx~kler u~ We insurance prntection rM*~ts to the U,S~ sea seMces ani their r~iu~

• in Fitch Ratings’ op~Tiiqfl Navy t&iuial’s additional s1ien~tim an~ ccc~er,athre reser4r.3,
excellent pc?rsLstL’ncy, and consistently [ow expense rat~s. Fitch bdieves that the
Assodatbn’s ~war riskl* ~s pmdently ai~aya~ed ~nd that mcrtaht~c experience is within

______ _______________ expa-tations despite the current cpnflirts in the Mkld[e East,

• Navy Mutual. exhiMs a con5er~attve financial profile with predictable cash flows Prcxiuct
t[abilities are Oimpc.sed of prednminateiy term and whole life Insurance prock.cts with nn
varie,Ne annWty products cii- gui~rantcet N&wy Mutual’s investment p~stfoUo Is cornpased
i~f more than 3t~ US. ~nvemment or gcnernment-sponsort≥d enterpite debt and high
quality teporatn bends, with i-c exposure ~n problematic structured secLirluet. Financial
flexibility is consSdered adequ~t~ in respect to Navy Muluals tinique bisiness profile ar4
produLl. pcrt$otio

* WhUe moderate in scale and considered a niche writer, Navy Mutual has solid credit
fundamentals and b~is uutperforned mans’ peer-rated ccrnpardes in the diaLb≥ri~n~
2~X~3-2W9 pericxl. Fkch no~tes Navy Mutual’s risky asset rt~tlo rea[i~ted credit-related
~O5s?s c0P0&It dery kwofaIityw~lJ1 the ~ife r~’rance industry at year-end 21)39.

• F~aUng coirni~rns include Navy Mutual’s limited acess to captal rnaikets, mucierate
volatility in capltai driven by torrirnon stock investments, and the loc-r~-term clmL~engc of
nanbarship ~mwth.

Rev Rating Driver.s
• Fitch expects Navy Mutual wii~ maintain a saUd balance sheet in ~G10 with strong

capftal levels and ~ higli-qunuty liquid investment pQrtfolio. Fitch expects the
Association tD report good operating per(orn’~ance in 21)10, driven by low expen4Bs,
stror’4 tevvls of fnvcslment income, and Low credit-related Investment [osse~.

• Navy Mutual’s ratings are based in part its uniQue proffie as a nonprof It institutior~
ser~~ng ~ narrow custonier basa. Fitch believes that the Assodabon’s stratep that
prDvides hi~h-walue products to iii ciistorriers twid maintains prudent evels of
ceser-,es and captaL rather than r~eratir~g strongtr earnings and higher resenting
and capftal Levels, limits the ups~de ranse of its IFS ratrn~, 8arrfn~ any change in
these qualities, Fitch views Navy Mutual at the tipper end o~ that range.

• Within Fitch’s ratln~ rationale are key rating tbtier~. 11 Navy Mutual was
de4ate fmm any of these items, especi&ty for an extended perIod, the
he affected, Inc Luded within these key rating drivers are the fc4iowir~:
~ Net operating earnings of Sb mi[iion—$15 milUon a year,
o Cross iiwestment bsses üf less than $25 million in 2010.
~ Est5mated risk-based capital (R~C) above 300% company action ‘eveL
o Significant change in war risk exposure and experience.

Unfavorable change in t~ixf regulatory status.
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ICcy Rating Issues
Strong investment Perftrrnancc!
Navy MutuM exhibited stronE investment performance over the challen~lng 21J0B--2009
period. Fitch et.pects the AssociaUonts lrwcstrnent portfolio performance ta continue tD
be a ravorable credit driyer in W1O and 201 t with hw~ Losses and
continued strong Investment inome generation. F4avy MstuaVs hi~h-quallty. fixed~
income portfolio continues to generate favmabte investment yields of apprn~irnateW
&.56%. due in part to its Ions duration and low reinvestment risk.

Risky Assets ti~ Total Adjusted Surplu5 Realiaed Ilwestment G~ins
lAflSes to Total Adjusted Capit&

•Na%’~ Udikal flL-~t iaurr,a L’a~it~~

1~oj,
W 4~y ~uiii~: I U~t t.g,nsics fl)~aIryl.a_c ;tj

I2~J.U

I.. ~
63.0

in
4J Li

..Jd ~ I

2Z~ ~iXP

$~rtc i~.ny~ Lid t.scratirn. r~c’. t~tin~. c~uce~ ttcq WsIica4i .%~II *~vsk~inr,. i’it(i, fl.,i’rj~.

14ô”y MuWal4s unreall2ed ftzsses are ~ow and the net unreaLi7ed gain position was
~2DD rniHi~n at year-end ~cO9, The Msøc[atlo&s long dur&tlon bond portfolio exhibits
prIce Tisk to a rising interest rate scenario: but it has performed as expected in the
der.Linin’g interest rate scenano.

Maintainiris a high credit quality fi~e6-income portfolio is a key str~,tegy for Navy
Mutual as seen in a below I rstrnIcnt-grI~dl? bonds (RiGs) to total adjusted capital ITAC)
ratio that is consistentLy below the mdustry average at te~ than 20% ~Llie 2009 industry
e1we~a2e was 693%). The .4saciation reahzed its first tnoder~te amounts of re&ized
investment !~ses in 200E--2009 at 5~1 million, or 49 bps reaLlz~nJ Investment
tosses/Invested assets, which compares ravorably versus an industry level of 269 bps
Nacy Mutual does r~ot buy BIGs as ~ investment policy. Below investmentjrade bonds
weic on~y 1 9~ of the bond portfoLio at year-end ~0O9. Navy Mutual hLis nuinirnal
e~poswe to co~umerci& Ortga~cs or residential mortgages and no subpuime or Mt-A
TesideritLat secunties.

The ~iwesLnicnt ponttoiio has sood Liquidity as 92% of bonds are pubLIcly traded. Na~v
Mutual in recent years has purchased private plactment securities in ¶imited amrnmts
as a way to add incremental yield to its investment portfolio.

Favorable E~jsiness Profile with i~ Defensible Niche
Navy Mutual e~hibfts a sti~btr businuns pro(ile due to its unique custccner base and favorable
busines mix. Fitith considers L4a~y Mutual to have a secure postbn h its niche as i~ nonprofit
provider of lflSiJr~rze protection and senvices for its membership. based upon tts guatlty
ser.’c?, efficient operations, and e~ceptlonalty corn etitive insurarcr products Wcra than

0 Navy Mutual Aid 4sseciatio~i October 14, 2010
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90% of product reserves are ~or individu~[ life Instnhlct products. The Association’s verj
competitP~e credltmg rates and Low term premiums provide memben with ~njLue and build
member Loyalty.

F~tcIi ~tItwi Navy Mutual as serving a unique rpche In terms of a customer base and
customer ser~ices, The AssoclaLlon tr~joys a strong reputation for ii~te~rity and service
to ¶ts customer base. It h~s maintained a close rel~UonsIfip with the sea service~ and
has avo~ded the niark~L conduct issues that have pIa~ued several other ~n!o:Ia Lions arid
commerciaL insurance companies that tax~et the military market, Financia’ flexibility is
considered adequate in respect to Navy Mutual’s tinlt~ue business profile and product
portfoLio,

Sttslainable Competitive Athantages Provide 5~able Profitability
Navy MutuaL exhibits a substantial. cost advaritne ‘&~rsus many life insurers, as
evidenced by its very Low expense ratio {expense to assets I of 0~%. A number of
factors contribute to this 4ow cost structure, Including its [ow overhead, its lack of
cO~tfl1tSSlonied a~cnts, its classification as a 501 ic3~23 organiz~non exempting it from
!pdera~ income tax, and fts eSpross regulatory exemption by the Virginia, North
Carolina. and South Carolina Le~islatures, reco~mzin~ Its nI~ssion to provide coverage to
sea servIce mernbeis and their famiLies, in addition to low expenses, Navy Mutual also
benefits from a low mortality rate, n?flectI41~ the generally healthier populat~on

______________________________ segment that the Association is tar3etin.~ and a stringent medical underwriting process.

Unique MortaPty Thsk Que to War Catastrophe Is Manageabb Despite Ki~her
Poitcy Limits and Extended Middle Esist ConfUcts
Fitch befleves that Navy MutuaVs war risk Is beini prudently mana~ed and mortality
experience Is within expectat~nns despite the current escaLaled levels of conflict
worldwide m recent years. Since Its inception. t4avy Mutual has been ex:posed La the
possibility of catastrophic Lasses that cou~d result from war. Navy Mutual esthnate~ that
less than 10% of Its current in-force book of business is cunently eU~ibk ror w~r risk.
Fitch be~ieves that the Association’s current war reserves arid mortality margins couLd
exL~cdence a signlhcant increase in adverse rescitts for a sustained number of years
without requiring add~tions. AL year’end 2009. Navy Mutual held 576 million in w~ir r~sk
arid othE-r adverse deviation reserves, designed to protoct a~a~nst ‘ong-term excess
claims due to war, and other risks. War-related death benefits were $0.5 miLLion in
2009 and 544 miLlion ~n aooa, or 0.7% oF total death benefits ~n ~O09 versus 7.5~ in
200a,

— Pnt~.r ~
Novy Mutual has solid credit ~

fundamentals arid has While moderate in scale and consIdered a niche writer, Navy Mutual has sofld credit
outperformed many pen- fudamentals and has outperformed many peertated companies in the chaLlen~in~
rated companies In the 2008—2009 period. Naw Mutual’s risk-~djuaed capital streneth is comparabLe to that of
challenging 7008—2009 other l?fe lilsurarice companies rated ‘As’. Profitability measures, such mis return on
period, surplus, are avera~e, as expected consldenin~ the Association’s high excess po~icyliotder

dividends. Fitch notes Navy Mutual’s risky asset ratio realized credit-reLated losses
compared very favorabLy with the LiFe instriance indListry at year-end 2009,

navy MutuaL’s main competitors Include selected benetit societies and co~nmecial
lrrsuranc4e companies that typicalLy tarEet members of the rni1lft~ry. As a result of its low
cost structure and ecceflent mortality experience, the Association’s insurance policy
rates and beneFit~ compare very favorably with each of these competitors, as well as
Veterans Group Life irouramn’ {VGLI}. Navy Mutual’s survivor benelit services are also
viewed as a distinctive product element dflong competitors.

Navy Mutual Is a member
association created In
1879 to provide lilt
Insurance for the
famifles of naval
officer5, as private
Insurance was rarely
available to them at that
time.

Navy Mutual Aid Assodatlon October 14, 2010 a
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Company Profile
Nd%y MutuaL is a mutual aid association. with eLigible membership th~it (uifL-fltly indLides
all urnIoerned penonr’el of thr Navy, Marine Corps, Coast Guard, National Oceanic and
Abnospheñ: Administsatinn (N0A411 and US. Public Health Serylce Cornrritssioried Corps
WS3’IIS), lnctuthng all enlisted and officer grades, regular, reserve, and retired as well as
sea service veterans i~ some states, Navy ~&‘tual is headquarterEd in ArLington. VA, and has
a branch at the ~tavaf Stat~nn Norfolk in t3nrfolk, VA.

Membe*ip flpar[dL-d to thr actNe re!er~s in 1920, Coast Guard in 1925, women offhcers,
in 1947, USPHS arwi NOAA in t963, enlisted per~csmet h~ 1950, ~nd retirEeshnactiwe
reserves in 1993. In icfdition, mEmbers could purchase life &nsurance for spwses be~1nniri~
in 1985. and for their chiidren and gtandchlidren be~lmiing In 1996.

While Navy MutuaL currently has approximately 100.000 members, about 40~ of all
members are on actwe duty in i.hc vavlatjs services represented in the t&~ociation. Fitch
believes that the expected future decline In naval manpower couLd make it more
ch&leng~ng for Navy MutuaL to expand tts nwmbership base and ~row premiums. The
Assoriation’s pool of eligible in~r~reds was expanded in 1996 to include the chiLdren and
grandchildren of memher~. ,Ytember~ can insure their children anti gri5ndchfldren with
an interest-sensItive whole life policy tram Navy Mutual, which is positioned as a way to
help pay far the costs of a cotle~e educanon

Navy Mutual saves tb
defined market with an
uncomplicated seLection
of instsance antf annuity
product offerln3s.

Products
Navy Mutual saves his defirtcd rn.vltvl with an uncomplicated selection ef insurance and
arnaity prothnt of rer~n~s. The Associadon had 52L4 billion of insurar’ce in force at year-end
2009. It also prcrs’ides related informational ser4ces including survivor assistance, financiaL
plannin~, frnancial services, entitlerrieni education, and iedc~-aL benefits edtcadcw~.
Navy MutuaL currently offers two bask life insurance products: intwresL~sensitive whole
Life innirance and term ~iIe ~nsurance. Additionally the Msociati~n offers a number of
death benefit settlement opbons for benefic1~fles, as well as offering an acceLerated
death benefit option and a long-term care option. With the accelerated death berivf It
option, the policyholder on corwert the death benetit of the poLicy to an acceLerated
payout option. The Association structures the payout si that it is revenue-neutral,
iUustraUn~ that Navy Mutual’s focus is service to its members whatever their needs,

Navy Mutual has lncrea~ed its membership base and revenuE throuEh the introduction
of a number ci member-requested products, such as rated plans on its Permanent
“Plus” products1 new vei~ions of its Level II “Plus” Term product and increased
maximum coverage limits for members and spouses

Adjusted Liabilities and Separate Accounts — Year-End 2009 ComparIson
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In recent years, Navy Mutual dlverslfkrd its product pnrtfoUo with the offerir~ of a
single premium deferred annuity (SPDA)I a flexible pIemiuin deterred r~1nwiuity IFPDA),
and a single prermurn 5rnmwdiaie annuity (SPIA~. These indi~idval enrwfty products
include an SPPA with various Interest rate tock’iri iiaicds, a narket~vaLue adjustment,
and no surrender charge for early, full withdrawals, Also offered is a simpLified SPIk

The ftn~-term care option is offered to all nienibers or spouses who hawe been insured
with an interest-sensiLive policy ~or at least two years, ~re at Least 80 years Did, have
been In a long4crm care situation For at least four months, arid are Likely to be In that
situation permaner’t[y, The death benefit, Less any loans, can be converted tn an
annully payout for a specified period. This feature also benefits Navy Mutual, as
members are provided wab a disintentive to cash out their policie~. There is no
additional fee for inclusion of this provision, ivy is there arty Charge br its exercise.

Distribution Channels
New plans are generated tiwovali Lw~ main s,Durces: direct rnarketmE and member referrals,

New members are obtained via n3ernber referrals. print medii~ ads, direct mail, Wth-based
athertisin~. ~nd via Niwv Mutual’s Web site Appmximatety one-third of new ~nernbers
result from direct mail and onefourib join bemuse of Association member reterrals.

Navy Mutual’s sales are conducted only by saLaried employees but o~ Its hone office. As
a part of its mission to provide education to its membership concerning ~overnment
sur≠i~tr and retirement benefits, the Assodatlon makes approximately 7CO
prestritations to an Estimated 28,000 sea service members annually, Educators are not
permitted to seLl Navy Mutual products. If, afLer a presentation, a service member is
interested in buyin~ a poUcy fro~’n flavy Mutual, that pe~sbn niu~t contact the home
office for an application. This approach has made the or~ani?ation nearly frtmune fro~n
charges of improper sales practices.

Pitch views growth In the number of new members as one of Navy Mutual~s Ioii~Lerrn
challenges Membership h~s huw,ied around 100,000 for the last five years since the
Assoiation terminated its Career Assistance Program (CAP), formerly an inportant
generator of new niembers. ritcii believes that t4avy Mutual’s stratesk plan to increase
the commurncat~on of its needs-based valuu prnposition, which began in 10U~, and
continued excellent service arid education will have a benefidat effect or’, ;i~w

membership levels. Results in 2OU~ and 2009 have been favorable, as seen in a
significant increase in totaL direct premiums,

Navy MuttiaL — Direct Premiums
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~~

na nelal Analysis

Insurance

PTofitabthty
Fitch view5 Navy MutuaL’s operating perfo~rnance ~. s~id, chaiactertzed by consistent,
healthy pred~vidend gains from operaflons and good premium gr~th. Key thlvecs are
low e~perise ~evels, good lrwestrneifl intdin~, and Favorable persistency and mortality,
Opera Ling return an total adjusted capital increased to a flve-ye~r hIgh of 11% in 2009.
Whl~e 2039 iiet lncümc declined moderately to $10 million from $fl rnilhon in 2008,
dUe prhnarily to SiC) n~iIlion In reahzed i~et investment ~ses, net aperatins gain was
ilron~ al $20 million ~emus $13 million the previous year. Navy Mutuals fennucs
increased 15% in 2010 driven by a 39% ~I1creasI? ~ri premiums.

As a mutual Entity, the Association doe-i not generate a tlpJicant statutory net
operating gain. Ntwy rtmñ allocates revenue in Excess of that required by its financial
plan for required reserve and surplus increases to ~ricrease tIle cash ‘~‘alues at its
lntere~ts~nsitIve whole Life policies and to provide premium refunds on Its t~rri
policies, While the excess rewenue flows Lbrou~h the Assonation’~ income statement as
an operating loss, Navy Mutual could redirect this excess re.’enue to Its surplus base.
Crethtlng rate decisions are normally made once a year, hut Navy Mutual has the
flexibility to respond to chan~in~ Interest r~te~ or the need to retain surplus. The
Assodation has demonstrated thi5 flexibility by modJyiri€ its aedlt~ng ates to refluct
chan~e~ ir~ Interest rate Leve’s and irwestmnent portJolio performance. Fitch notes that
Navy Mutual continues tn pay a hi~h crediting rate to fts policyholders.

Fitch views Navy Mutual’s
cperat1n~ performance
over the p~t three ye~n
~ R°°~1, characterized by
consistent, healthy
predMdend ~alns Iron
operations and good
premium growth.

Operating Performance
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Expenses are well-ITIan~ged aiitl very [nw ~s txhibited by an expense ratio or U,5~
~expenses to total assets), due to- very tow acquisition costs (no commIssioned sales
force, modertte advatisins), no taxes, and focused target markets. t~rortal1ty
expenerce continues be within prbcing e~pectat1ons, and investment income ha~ been
stroP! reflecting a 6.6% yield consistently mwer the last five years d’se to low
reinvesu,,ec~t risk and strong credit pcrforvnanca
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Fitch views the
Associations ~nvfltment
perfGrrnance as ~tron~
with consistent Levels of
lnve~tment Income and
favorable. credit-related
performance.

investments &id Uquidity
Pitch considers Navy Mutual’s invpstment portfolio to be coilservaflveLy managed and
the asset mix to be appropnate for t~ product Ll.abilit~es and investment str~te~y, Fitch
bel,eves the Assodation’s invested assets have low exposure to credit risk and
moderate exposure to equity markct ~‘oiatliity and changes ~n interest rate Levels. The
majority of irwested assets are managed ThterriM~y.

rftch views the Association’s investrient performance as good with consisWnt levels or
investment income arid strong crtdlt-r thed performance. The ftvestrtent yield of
6.6% compared quite favorably with the life 1ndustry~s ~vcn~gc yield of 5.3% at year-end
2009. due In part to Its ton~er~than-average duration and Low exposure to c~lLabie
hond~ and mortp~e-retated securities, ReaLized losscs.elatad to credit impairments
lia~a~ been moden,te and compare very favorably with the Life Insurance industry.

The Associations bond port~Dltu ~s composed of ~sry high credit quality assets,
Approximately one-third of the Ix’nd portfolio was ~nvested In u.S. Treasury and federal
agency securities, and sovrrnment-sponsnred enterprise securltiei at year-end 201)9.
The inve~ctment policy assures that only tx-iflpanics whose bonds are rated 4R~B’ or
better and with a Stable to Positive Ratin3 Outlook are eligible for purch~sv, with a
Umit on rnvestment In bonds ralec! ~BW to be no more than 15% of the bond portfol~o,

Navy Mutual’s bond portfolio typically exNbits a lone duraflon to better match the life
imnurance.dccninated liability portfoUn The Ions duration of assets espo~es Navy Mutual
to interest rate risk and, IiistorlcMly, has been a key driver of excess inteTest-credit~ng
r~ite LeveL’. Fitch considers this rig as reasonable since yIelds on thesu assets are
normally wefl above the minimum yields required to fulfill the ~iabiLity requirement
thus minimizing the reinvestment nsk.

In additIon, Navy Mutual Limits its aggr~ate investment In common stocks. dftect
mtrtga~s, and private real estate trusts to 61 of total assets. At year-end 2OO~,
common stock investment increased to 4 due mainly to ma~ket dpprwc[ation. Directly
placed mortgage loans accounted for only O.3X of the Association’s investment portlotlo
and all mc’rtga~e laa~s are in a perform~n~ status.

Fitch consideis Navy Mutunts asset [[ability maria~ement to be sound. The Association’s
sisnature product is Its riterest~sensItiwe whale life Insurance policy, and recent
product additions include a modest line of annuity products. The Association conducts

Investment Pcrtfrilio
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Fitch believes Navy
Mutual’s liquidity is very
so~d due to the
cDlllpDsltlOTl of the
Invested assets and
conservative product
design features,

cash fkwt studies under a variety of interest rate and e~tnty market scen~riOs to ensure
that Its cash flow matching is surf iclent to mitigate any potential disintermediation.,
Under its most severe interest rate scenado, managernciit dEt~$ThiflEd that the
composition and distribution of its investment portfolio were more than sufficient to
meet its cash flow demanth without ~irty undue harm to its financial strength or adverse
eFfEct on the cash values & its existing memhers

F~tch be9eves Nuivy Mutual’s ~iquldity is g~d due to the composition o~ the invested assets
and conservative product design features,. The lnvestrntnit portlollo is composed of more
than 92% cash and publicly traded securities. Nav~t Mutual’s prodoct desfr~ri fc~itures high
crediting rates on the interest-sensitive whole tIfw policies and various settlement optirin5
that pay above-market interest rates, providing added Incentive for r’niembcrs to leave their
money’ with the Assaciatinn. Additionally, good levels of rash flow from operations provide
an added Level c’f comfort re3ardin~ the protection provided to policyhoidea

Capitalization
Fitch v1ew~ Na~’y Mutual as strongLy capitailieci. Key factors favorably affectth~ the
AssodationFs capital profile include the large honk of participatin~ indMduat life
rcs~’rwci, high-quality investment portfolio, arid lar€e reserve ~or war risk and other
adverse deviations,

Fitch views Navy Mutual’s estimated statutory risk-adjusted capital ratio as solid at
approximately 36O~I of the company action level at year-end 2009 WhIle Navy MuLua~
carefully monitors and manages [is ntsk-~djusted capital Ieve~s, a~ a rwtual aid
association. it is not regulated a~ an insurance company, When capltal was stressed for
potential 2010 investment lossi~s under Fitch’s core investment stress1 Nav~i Mutual’s
statutory capital was viewed as solid for the ratln~.

Fitch considers Navy Mutual’s Sm million voluntary reserve for war risk and other
adver5e deviations as addtignal support I o~ the rating. Th~s special resen,e was
established to protect against lnn3-term excessive claims due to w& andior other risks
and adverse investment yiald wenarios.

Fitch notes that d,an~es in year-to-year reported adjusted surpLus have experienced
noderate volatility over the past five years due to the fluctuating market wiluos &f lb
common stock holdings. Fitch believes the Navy MutuaL’s investment allocation
modifications have a ftvorahle effect upon this volatility.

Fitch believes that management has Lhe iLexibility and discipline to adjust dividend
rates If necess~rj to maintain sVon~ levels of capital. The Association employs
censer~ative reserving practices as well. For the five-year period ended Dec 31, 2OO9~
adjusted surplus has grown at a &S~ C~c~R, despile the high crediting rate paid out to
participating policyhoLders. A si~nificarit portion of tins high payout has been generated
by realized and unreafl~ed capital g&ns From its common stofl portfolio,

Fitch views Havy Muwal’s
estlmal,ed statutory risk
adjusted capital ratio a~
solid at approxirnate~ly
360% of the eomp~ny
action Level at year-end
21)09.
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Pitch nut~s that under it newly ~ntrocIuced tota~ fmanc~n~ and conmkment jTFC) ratio.
N~vs MutuM d onstrati~ modest reliance on capltM markets tor fundIng comparEd
with its ~ets. At ye~r-end 24~09, Ne~y Mutu~I ha~ ~ law ITt ratio at D2~ versus the life
Insurance industry avenge of U.&. The exposure ~s primarily short1’Erm security
1endin~, Nav~ Mt~tu& p~rbcip~tes in a sscuriUes lending program to generate
hcrernenta~ intome and h~d 5.35 miWon under Lb~n ~t year-end 200? versus
5~9t million under Iobn at yl3nr-End 2008.
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em ctpected tonrdrn LJ~$1Oifl)to U Sl1~a.~u ~aa~tgje ax, niv&ct). TFc~ss1~nwer4~ ptlxattn.
Cr thecrkiatir a’ a ralfr€ by Fitch IFall not cccdzIwte .~ C~Sthc1t ~,j FtOt to ~n, Its rwn, ~ ~i coutcfl In ccfl~tV~ ~‘4Ii
a,y r~thfluci ~aWnw~it fted InfK~ the UnitEd Slates 5eQi11~ tfrr4, Ute flriaial Se.iccs ~nd ~irkrts kt a’
Greet BitMn, a~ the srartk~ Laws r.’ rry portlfl jw~&tka Fne it, ii,, rSatin, rffrierry ~ thfloek ptk~l’mg aiid
ththskxi Pith nnc.a-rti nw. te ~nwJntg~ to etea’onic ~tt~cIb4rs Lb 10 Uirtv de~esltec than to p’nt Wwrlws.

10 N~wy Mutua’ Aid Association October ii, 2010
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DIRECT PREMIUMS
~ Premiums—Insurance
Ci Life Conlinoent Annuity Considerations ~

-

U’l

_________

INSURANCE IN FORCE

Hi

0,

0
-J

z
4~~

Insurance in force, beginning of year

Insurance sold in 2009

Death benefits incurred

Terminations and other changes

Insurance in force, end of year

0,
=
0
-I-a

z

19,125,273,120

2,233,162.827

63,833,250

839,872,134

$20 ,454,730,563

2C’D’ 20.07 ~02~ I~O9

Total direel premiums, end of year $87,700,660
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MEMBERS & FAMILIES

rZGt,jIdr~

MEMBER PROFILE

Reservist: 3%

4,

7
Members, beginning ci year

Gains
Losses (including deaths)

Members, end otyear

Spouses & Children, beginning ci year
Increase

Spouses & Children, end of year
Total, end of year

95 .4 57
1,548
2,656

94,349

16,838
996

17,834
112,163



Success is Remembering Who We Serve.
We focus on one thing and one thing only: providing life insurance for those who serve, and we strive to do it better
than anyone else.

Our Mission is to serve the military — both those who are currently serving, and those who have completed their
service, We perform our Mission by focusing on this core group and their specific needs.

When you call Navy Mutual, you are connected directly to a live person in our office whose focus is serving you.
Unless our office is closed, you will not be led through a series of menus to reach the person you need, and you
do not need an access code.

Each and every Member has been assigned a specific representative whose sole focus is taking care of your
needs, This guarantees the personalized customer service you want from us, and that we are proud to provide.
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2009 ASSETS

Properly & EqtuprnenL Net of
Dash & Cash Equivalents: 2.9% —————i rAccunlualed Depreciation: 0.2%

Accrued Inveslrnenl Income: 1.6% I r—Olher Invested Assets: 1.1%

Loans to Members: 6.2%——--—

Common Stock: 4.0% —j/’

FIXED INCOME PORTFOLIO
SECURITY CLASSES

RAil NGS
Other Rated: 1.9%

r
I AAA: 40.1%-w

13.6%

‘in ~~o)

Slate & Municipal ~ fl U.S. Government
Bonds: 5.6% Bonds: 8.2%



ADMITTED ASSETS
Fixed-maturity securities
Equity securities
Mortgage-backed securities
Mortgage loans
Other invested assets
Member loans
Career Assistance Program loans, net
Cash and short-term investments
Receivables for securities
Total cash andinvested assets

Investment income due and accrued
Home office building, net
EDP equipment, net
Total admitted assets

LIABILITIES AND NET ASSETS
Liabilities
Aggregate reserve for life contracts:

Life insurance
War risk and other adverse deviations

Total aggregate reserve for life contracts
Death benefits payable
Liability for deposit-type contracts
Employee benef~ liabilities
Asset valuation reserve
Interest maintenance reserve
Securities lending reserve
Other liabilities and deferred income
Total liabilities
Net assets
Total liabilities and net assets

$1,955,126,184
94,010,184
45,735,566
15,087,373
9,958,173

148,036,439
635,343

69,567,089

2,338,156,351

38,202,386
3,901,672

153,592
$2,380,414,001

$1,886,206,799
76,197,616

1,962,404,415
19,263,161

183,004499
5,770,873

25,076,462
5,939,452
1,461,390
2,855,844

2,205,776,116
174,637,885

$2,380,414,001

$1,889,097,673
65,766,059
44,600,213

5,610,912
13,259,331

142,361,591
2,396,031

23,775,991
1,010,575

2,187,878,376

37,525,758
4,032.960

210,950
$2,229,648,044

$1,788,246,655
76,197,616

1,864,444,271
19,862,866

169,065,517
4,532,370

21,048,003
6,351,027
1,653,390
2,819,295

2,089,796,742
139,851,302

$2,229,648,044

Statements of Admitted Assets,
Net Assets — Statutory Basis

Liabilities and
December 31,

2009 2008



INCOME
Premiums earned, net
Annuity considerations
Survivor income deposits
Net investment income
Amortization of interest maintenance reserve
Total income

BENEFITS AND EXPENSES
Death benefits, excluding war claims
Death benefits from war claims
Total death benefits
Surrender benefits
Annuity benefits
Survivor income
Change in aggregate reserve for tife öontracts
Change in reserves for war risk and other adverse deviations
Interest on deposit-type contracts
General operating expenses _______________

Totaibenefits and expenses

Increase from operations before excess interest credits and term refunds
Excess interest credited to life benefit reserves
Term refunds
Increase from operations before realized gains
Net realized gains (losses) _______________

Increase in net assets from operations
Net assets, beginning of period
Change in accounting estimate - reserve valuation basis
Change in unrealized appreciation (depreciation) of equity securities

and other invested assets 23,170,333
Change in asset valuation reserve (4,028,479)
Change in additional minimum liability for pension and postretisment benefits (1,132,230)
Change in non-admitted assets 284,421
Net assets, end of period $174,637,885

Years Ended December 31,
2009 2008

$45,654,293
18,699,482
1,029,459

139,263,753
766,550

$205,413,537

(57,940,031)
8,552,977)
(951,675)
(326,357)

$139,851,302

Statements of Operations and Changes in Net
Assets — Statutory Basis

$50,086,521
37~614,139
1,466,078

145,698,979
795,244

$235,660,961

$63,383,250
450,000

63,833,250
16,537,360
7,320,808
1,170,071

72,344,552

9.353.418
11,141,730

$181,701,189

$53,959,772
(32,416,103)

(1,741,159)
19,802,510

(10,110,483)
9,692,027

139,851,302
6,800,511

$57,136,848
4,600,000

61,736,848
15. 189,765
3,514,747
1,153,578

54,935,786
2,900,000
9,285,851

10,702,428
$159,419,003

$45 994,534
(30 749,641)
(2 352,449)
12,892,444
(1,022,925)
Ii 869,519

178,648,869
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Service Liaisons Officers 2009
MCPOCO Cflarlas (Skip) W Bowen USUB RAUM Bruce B Engelhartlt USN Bet CLU Precideni
RAIJM Denise S Canton RNDN USPHS Thomas A Benton Vice Preskieni Technology & Sssleriis
VAOM Mark Ferguson VSN Lauren M Blooni Esq General Counsel & “ice President Beneticiary Services & Eduntion
SMMC Carlion W Rent USMC Mlcbello I Briciavedde Vice President HR & Adrninrstnfliori
RDML Dennis J Moyninan 03rd D Timothy Eddy FSA MAAA Vice President Risk Mariagerrieni
MCPON flick West USN Alien M Mcciay CM CLU Vice Ptesrdeni tnvesimenls

CUR John M MoVeigli USN €1 kØ/J~ ?(esinene Membership

I - ~ ~Ih~
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Final Keponon~11~~ Solicitation ?racdcn on tcpann~ ofDefense Installations May 1$~2oQo
•fl~ •~2.t X ~ K ta L.3.% _4.... •

5.0 MUTUAL AID ASSOClA~J~~q5

5.1 Army and Air Force Mutual Aid Ass~j~

This organfrajj~~ is a non-profiç taxexernpt organfwj~ formed in January 1879 in the
waJ~e~ ofthe Custer massa~ at Little Big Horn. The primary purpose of the Organiza~j~n
is to provide aid to families ofdeceaseri rneml,ers. It éxpandetj in 1984 to include Air
Force personnel. The organiz~~j~~ provides to memI,~ and thefr spouses personal
affairs planning, insurance, Pre.retiremen; financial awareness counseling and
representation when ~filing death and disability c~nj~, The State of Virginia does not
regulate (he associatj~ as an insurance company, although the association has sold
inrance to its members since its inception. CTIUeEI~Jy th~ association sails a broad range
of life insurance products to its membe~. At the present time all offic~ and non
CQmjnjssjoned officers of the Army and the Air Force are eligible for mbmbersbjp. The
membership ofthis Organjza~ion Will votëat the annual meeting in April 2000 to expand
membership to all personnel ofthe Army and the Air Force. All insurance sales are
handlod by employees of the organiz.s~j0~ from their offices at Fort Myer~ Virginia.
frsusanc~ sales are concIuc~4 through the mail or by telephoiie unless a membej chooses
to visit the Port Myer office. No commj~j0~ are paid on insuxanc~ sales, and there is no
in-person solicitation conductd on the mmaj~der ofthe base at Fort Myer or at any other
military instaIIatjo~. Associa~,n employees and offic~ provide financial and survivor
benefit training to militajy persom~l and their famiui~ throughout the Do]).

5.2 Navy Mut~J Aid Association

This associaff ‘~s formed in July 3879 as a non-profit tax~exempt voluntary
membership organfrsft0~ of sea service personnel and their families. The a sociatj~ is
open to all ranks ofservice memb~ in the Naiy, Marine Corps, Coast Guard, Public
Health Service and the National Ocea~c, and Atmo~phmjc Admini~j0~ The Virginia
State insurance Commj~~j~~ treats this assocjatj~ as it does the Army-Air Force
countcn~ Employees ofthe association handle &l.s~Jas from its headquarters at
Henderson Hall, Virginia. Sales occur through the mail or by saint Clecttnicm~ of
communication unless a member happens to vi~ft Henderson Hall. The association pays
nocom~j~®~ on insurance sales, and there is no in-person solicitation conductetj on

.the remainder ofNendcz~on Hall or at any other naval or rnilbiy installation.
Historicaiiy this association provided a wider range of1nsurance product than the Army-
Air Force ~te~t, but today there are few disfluctj~,n~ between the two in services
provided orprr~juc~ offered. The association also provides education on military and
navaj installations primarily in the area of Government survivor benefits.

53 Analysis

These two associatjon~ are truly imique. They Were estal)lished in the 9’~’ century wht
0ongrcss declined to provide survivor benefits ~m pu5~ finyjs. They have their own
specini provi~j~ of the federal tax code. For many years their day-to-clay leadership and
management were conducted by active duty Army and Navy personmit] from Govemme~t
offices. Today retired officers Serve as presidet an~ chiefoperafing officers ofboth
organi~jO~ Both organ12a~j0~5 are located on Do]) installations in Arlington, Virgft~a.
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TkatRej,ojt on Jflgj~j~j~ So1j~j~tj~ Pnct!~ on tiepasim~j ofbcfjtj~~ Installations May 15,2000
t%W ~ •.4.t~flP.!~.g: = — ~ 4 .. - 4.-. -1.i

The associatiops opera~ from buildings that apj3 at to be part of the installation b~t are,
in fact, built with the ~so~iaj~o~’ fund& To my knowletige, there has never been a
breatji of sca~d~j abom either organiza~~~ Ncithtr the Inspector General’s teams no~ I
heard any complaints about thcse organizatjo~ during the conduct clew studies. Unless
either of these orga lions begins to solicit membership or sales on milutizy
instsijajj~,~ (there is no indication either organiz~j~~ has plans to do so), these
organiz&jons should essentially be ignore~J ira fiiu~re regula;oiy efforts. If it is necessan’
toinehide these orgwuzajj~j~ in a revised regulafoty structure, care must be taken to
respect the historical tadition and service ofthese associatjop~. They truly are part of the
defense cstablishjl2env
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